STATE OF SOUTH CAROLINA

BEFORE THE PUBLIC SERVICE COMMISSION

DOCKET NO. 97-239-C

IN THE MATTER OF:

Intrastate Universal Service Fund BRIEF OF CONSUMER ADVOCATE
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Hliott F. Elam, Jr., ActingConsumer Advocatefor the State of South Carolina, respectfully
submits this Brief on the issues set forth below in the proceeding to examine the request of the
Companies' for additiond funds from the intrastate Universd Service Fund (USF) for
telecommunications services in South Carolina

USF support is a mechanism that is supposed to ensure the continuation of universa
service in a competitive environment. That means that basic loca exchange service is to be
supported by universa servicefunds. Itisdifficult to maintain affordable basiclocd exchangerates
in high-cost areas while promoting competition. Thus, in order to offer reasonable rates to al
customersof basic service, it is necessary to provide additional federa and state fundsto the local
exchange provider; in other words, to make-up for the lost revenuesin local exchange service.
However, the Companies in this case have interpreted USF support as a means to lower
competitive servicerates without losing revenues. They havenot demondtrated that loca exchange
costs are not covered by current rates and that they would need additiona support from the USF

if some rates are lowered. They have dso falled to supply any competitive data with their

! The Companiesinclude Alltel South Caroling, Inc., Bluffton Telephone Company, Hargray Telephone
Company, Home Telephone Company, Horry Telephone Cooperative and PBT Telecom.



testimony or filing that demonstrates a competitive need to lower the prices of the services in
question. Instead, the Companies have used the Commission’s USF Order to Smply revise the
teriff rate for some of their services and claim the difference in revenues between the current rates
and the proposed reduced rates from State Universal Service Funding. This proposa is
unsupported, anti-competitive, and contrary to the laws and policies governing the USF.

The embedded cost sudiesfiled in this case are not sufficient to justify additiona funding
fromthe South Carolina USF. The Companies andyssissamilar to asngle sarvicerate case, and
the problemisthe Commissiondoes not have acompletepicture. For example, other competitive
services offered by these Companies could now be priced below cost and need a subsidy. In
order to determine the existence of cross-subsidy it is necessary to andyze the current revenues
and costs from dl sarvices. Only if the actud subsidy is applied directly to local service should
these companies receive additiona USF support.

Moreover, the costs per accesslinefiguresfiled by the Companies show large percentage
increases over the cogs filed in 1997 that have not been explained a dl inthefiling or tesimony
in this case. Thereis no evidence to judtify these large increases. Notably, the access line costs
for Home Tdephone are 26% higher than they were in 1997, and the line costs for Horry
Teephone have risen 32% over that same period. For an industry whose costs are generaly
decreasing due to technological advances, these increases are inexplicable absent measurestaken
by these companies to improve their networks to make them capable of providing advanced
competitive servicessuchas DSL and video services. On cross-examination, thewitnessfor these

companies could not explain these increases.



USF support is intended to make-up loca exchange service revenue shortfals. The
Commissioncannot assume that local rates today are not recovering their costs without up-to-date
cost evidence, and looking at the Company’stota financia results. The Commissionshould have
beforeit the actual cost for just “loca exchange service’, which it doesnot. The cost sudiesonly
show total network costswhichhave not been fully and appropriately alocated among dl services
that use the network.

In addition, the Commisson must aso ensure that the cost for local exchange service
presents only intrastate costs. The Companies cost studies in this case ingppropriately use
jurisdictionaly unseparated costs. In other words, the Commission must ensure that the cost for
local exchange service does not include the costs that by law are alocated to the interstate
jurisdiction(25% of the loop cost is dlocated to interstate according to the FCC rules). Without
current loca exchange costs the Commission has no way of knowing where USF will be used.

Inaddition, the Companies case inthis phase of the USF proceeding suffersfromthe same
legd infirmities as set forth in the Consumer Advocate's appea of Commission Order Nos. 98-
322,2001-419, 2001-704, 2001-996 and 2001-1088 whichiscurrently pending beforethe South
Cardlina Supreme Court, and the appea of Commission Order Nos. 2003-215 and 2003-345
which are currently on apped in the Richland County Court of Common Pleas. The legd
arguments set forth in the Consumer Advocate's Brief before the Supreme Court are hereby
incorporated into this Brief by reference. Theseinclude, but are not limited to, violations of S.C.
Code Ann. § 58-9-280(E) regarding failureto properly alocate the costs associated withthe local
loop to dl services, violation of 47 U.S.C. § 254(k) for failure to properly alocate the costs
associated with the loca loop to dl services,; and violations of FCC Separations requirements set

forth at 47 C.F.R. Part 36.



CONCLUSION

For the reasons set forth above, the Commisson should regject the requests of the

Companiesin this case.

Respectfully submitted,

Elliott F. Elam, J.
Acting Consumer Advocate

By:

S.C. Department of Consumer Affairs
3600 Forest Drive 3 Floor

P.O. Box 5757

Columbia, South Carolina 29250-5757
(803) 734-4189

June 25, 2004



CERTIFICATE OF SERVICE

This is to certify thet |, Elliott F. Elam, Jr., have served this day the foregoing Brief of
Consumer Advocate uponthe persons named below, at the addresses set forth, by deposit inthe

United States mail, postage prepaid.

F. David Butler, Esquire

S.C. Public Service Commission
P.O. Drawer 11649

Columbia, SC 29211

M. John Bowen, Jr., Esquire
McNair Law Firm, P.A.
P.O. Box 11390

Columbia, SC 29211

Patrick Turner, Esquire

BellSouth Telecommunications, Inc.
P.O. Box 752

Columbia, SC 29202

Steven W. Hamm, Esquire

Richardson Plowden Carpenter & Robinson
P.O. Drawer 7788

Columbia, SC 29202

Frank R. Ellerbe, I11, Esguire
Robinson, McFadden & Moore, P.C.
P.O. Box 944

Columbia, SC 29202

DarraW. Cothran, Esquire
Woodward, Cothran & Herndon
P.O. Box 12399

Columbia, SC 29211

John J. Pringle, Jr., Esquire
EllisLawhorne & Sims, PA
P.O. Box 2285

Columbia, SC 29202

John F. Beach, Esguire
Ellis, Lawhorne & Sims, PA
P.O. Box 2285

Columbia, SC 29202

June 25, 2004
Columbia, South Carolina

Faye A. Flowers, Esquire

Parker, Poe, Adams & Bernstein, LLP
P.O. Box 1509

Columbia, SC 29202-1509

John M.S. Hoefer, Esquire
Willoughby & Hoefer, PA

P.O. Box 8416

Columbia, SC 29202-8416

Scott Elliott, Esquire
Elliott & Elliott, P.A.
721 Olive Street

Columbia, SC 29205

Susan B. Berkowitz, Esquire

SC Appleseed Legal Justice Center
P.O. Box 7187

Columbia, SC 29202

Robert E. Tyson, Jr.

Sowell Gray Stepp & Laffitte, LLC
P.O. Box 11449

Columbia, SC 29211

Robert D. Coble, Esquire
Nesen, Pruett, Jacobs & Pollard
P.O. Drawer 2426

Columbia, SC 29202-2426

Craig K. Davis, Esquire
1420 Hagood Ave.
Columbia, SC 29205



